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Adding Value Where Value Counts

By GeorrrEy C. LOYND
f I were asked for a one-sen-
tence definition of what we
do as fee-only financial advi-
sors, IT'would say we seek to add the
most value we can to our clients’
financial situation, whichever way
we can. -
Given this all-inclusive starting
point, I am not surprised by the
diversity of what advisors do. 1 am,
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caccross financial
planners who take
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nevertheless, a bit perplexed by
the varying degrees of emphasis
that is put on investment return.
['ve often run across financial advi-
sors who take quite a casual ap-
proach to portfolio management,
viewing it as simply one of a num-
ber of areas they address. They take
the position that they are not in the
investment-return business, but
rather in the relationship-building
business.It seems to me, however,
that if we are to strive to be “value
adders,” our greatest opportunity
lics in the area of investment re-
rurn.

There are, broadly speaking,
three ways we can provide value
for our clients. One, we can pro-
duce financial projections that
will, we hope, assist them in reach-
ing their financial goals. Two, we
cananalyze and recommend docu-

ments and products that are most
appropriate forindividual circum-
stances. Three, we can provide
investmentadvice and/or manage-
ment appropriate to their needs,
circumstances, and risk profiles.

Anyone who hasanalyzed them
closely understands the limitations
of financial projections. The fact
is, the accuracy--and value--of any
long-term financial projection lies
somewhere between “the best we
can do” and “better than noth-
ing.” Tosee why, justlook at what
happens to the terminal values of
projections when a critical as-
sumption such as inflation is
changed by a few percentage

points. (The average annual in-

crease in the Consumer Price In-
dex from 1952 to 1967 was 1.6
percent; from 1968 through 1981
it was 7.6 percent.)

Alternatively, you canread about *

Lynn Hopewell’s IAFP convention
presentation on the “Monte Cuarlo
Solution” for projection inaccura-
cies, as reported by Bob Veres in
Dow Jones Investment Advisor'.
Veres writes that “in about 60 min-
utes... Hopewell rendered all-but-
obsolete the very core of financial
planninganalysis: the traditional re-
tirement plan.” Yet some advisors
view this document as the core
value they offer.

In talking with my clients, I
make the analogy of a mariner
who taikes daily sextant readings,
knowing full well that tomorrow’s
reading may prove today’s far from
exact. It is prudent to make the
best use we can of available tools,
even if they are inexact. How-
ever, a satellite global positioning
system to make our financial fore-
casts does not exist. It is impru-
dent, indeed dangerous, to fool
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ourselves and our clientsinto think-
ing we have one.

One of my more pleasant ex-
periences was obtaining almost
$50,000 in Sqcial Security ben-
efits that the government repeat-
edly told my clients, a semi-retired
couple with about $200,000 in
assets, they were not eligible for.
And, to be sure, there are many
instances where we can provide
our clients with service of signifi-
cant value by, for example, weed-
ing out inappropriate financial
products and making other ad-
justments in their financial situa-
tions. The reality, nonetheless, is
that as often as not added value
from this type of work is less con-
sequential than increasing the
value of a client’s portfolio.

Thearalotaboutthe service we
provide as “financial psychia-
trists.” Money issues do have
many psychological underpin-
nings, and advisors who fail to
understand this probably have
not, and will not, work with

"We should
dirvect our efjorts
towetrd those
creas thet
represent the
most potential for
adding value.”

many clients. However, analo-
gies to other professionals
should be considered when
evaluating the importance and
value of this role.
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I am to have an operation,
decision-makmg and emotional
preparation s casier if my physi-
ciun is skilled in bedside manner.
Butwhat [ really care about is how
well the operation goes.

Weall know the effect of com-
pounded investment return. The

following is a simple example to-

Keep in mind:

A 40-veur-old couple brings a
S100.000 retirement portfolio to
an advisor. By age 75, the portfolio
will grow to $768,609, $1,478,534,
and $2,810,244, respectively, at 6
percent, 8 percent, and 10 per-
cent averige annual return.,

Increasing the return on in-
vestment, even if only by a small
amount, is one of the few op-
portunities a financial advisor
has to make million-dollar dif-
ferences in the lives of people
of otherwise modest means. Yet
oo muany advisors’ investment
approach doesn’t go much be-
yvond “mutual funds are good
investment vehicles and T know
afew good names.”

Notwithstanding the many
studies that demonstrate the domi-
nant role played by asser alloca-
tion, we still keep hcearing the
cliché, “Take your age and sub-

tract it from 100...7 According to
this rule of thumb, 50-ycar-olds
should have fully one-half of their
assets in bonds. Whoever came
up with that notion should be
sentenced to a life term proof-
reading municipal bond offerings.
I'm positive their clients” porttolios
arc on the bottom end of the spee-
trum.

While we should not all be wry-
g tobecome the next Peter Lynch,
we should direct our efforts toward
those arcas that represent the most
potential for adding value. What
percent of advisors fully under-
stands the argument over whether

tme reduces or increuses invest-
ment risk?? Or whether interna-
tional diversification may actually
increase risk, and why smuall-cap
nternational stocks provide better
diversification than their large-cap
counterparts?® Staying on the cut-
ting cdge of financal research and
product availability is @ major part
of the ongoing value we provide for
our clients. This may not gudarantee
solid returns, but not doing so will
almost certainly lead to poor per-
formance.

To be thorough, a personal fi-
nancial advisor must address nu-
merous areas of potential value.

However, advisors who view port-
folio managementas an also-ran fail
to recognize that, inmost instances,
this is the major arca for adding
value to clients’ finances (most ex-
ceptions probably are in the area of
tax savings, particularly estate tax
planning). As fee-only advisors, most
ofus established our practices with
the idea of doing good while doing
well,

Personal financial advisors who
donotdirect substantial effort to-
ward obtaining every possible per-
centage of investment return,
taking risk profiles into account,
may be doing well, but they are

\
not doing as much good as they
could be. |
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